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ae 
KEY ECONOMIC INDICATORS 


% Change 
A c/a p/c# 


1972 

Population (millions, mid-year) 122 

Cost of Living Index >/ (1966-100) 807 

Foreign Investment Approvals 333 

($m1) (CY) 

Government Budget Balance FY da/ +1 
Routine Expenditures 1058 
Development Expenditures 713 940 
Total Receipts 1766 2678 


Balance of Payments (FY) a/ 


Current Account Balance -557 -756 
Oil (net) 399 641 
Non-oil (net) -956 -1397 -2920 -4092 
Direct Investment 254 331 575 £580 
Official Loans and Grants 481 643 660 £625 
Reserves end FY 715 941 1472 #500 


Indonesian Trade ($m1l) (CY) 


Exports 1778 3211 7351 6813 129 
Oil 913 1608 5152 4999 220 
Non-oil 866 1602 2199 1814 37 

Imports 1862 2347 3842 1623° 64 

Exports to U.S. 265 465 1580 240 

Imports from U.S. 243 442 610 38 

U.S. share of Indon. Exports 15% 18% 21% 

U.S. share of Indon. Imports 16% 19% 17% 


Major Commodity Exports 


Oil 913 1608 5152 4999 
Timber 231 583 725 503 
Rubber 195 487 371 
Tin 67 175 71 
Coffee 72 98 37° 27 
Palm Oil 42 157 84° 115 
Tobacco 30 35 19¢ -8 
Tea 32 46 27° 53 


2/ Percentages are for comparable periods of the preceding year. 
b/62-item index for Jakarta as of December. 
°/Pirst six months. 


a/ Indonesian fiscal year: April (numbered year) - March 31 (following year) 


Exchange Rate: U.S. $1.00 = Rp. 415 





TRENDS REPORT 


SUMMARY 


In 1975 the Indonesian economy encountered some heavy 
weather. The balance of payments was hit by a combi- 
nation of the world recession, which hurt virtually 

all exports; the Pertamina financial crisis, which re- 
quired the Government to pay out at least an unantici- 
pated $1.55 billion in foreign exchange; and high 
import demand. The reserves position deteriorated 
badly, but appeared to bottom out in the fourth quarter. 
The worst seemed to be over by early 1976 with the 
balance of payments outlook slowly brightening. 


Pertamina's debt problems will have long-range adverse 
effects. Some development projects (both Government 

and Pertamina) have been slowed or scaled down, Barring 
an unforeseen dramatic surge in export receipts, the 
debt ratio will be raised relative to foreign exchange 
earnings, imposing constraints on the country's ex- 
ternal finances over the next five years. Projected 
growth in earnings from historical and new exports, 
however, should enable Indonesia's development to 
proceed at a steady if unspectacular pace. 


The Government has begun talks with major oil companies, 
to increase its revenues through a greater share of the 
companies' profits. Oil production has returned to 
over 1.4 million barrels per day, its highest level in 
over a year. Inflation continues at 20 percent. De- 
pressed by recession abroad and continued investment 
climate uncertainty, new foreign investment was low in 
1975. The domestic economy is dull but improving, and 
the rice harvest looks good. 


U.S. exports to Indonesia showed strong growth in 1975, 
which should continue at a somewhat reduced rate. 

Factors include: large EXIMBANK loans: investment in 

the oil sector: continuing aid: competitiveness of U.S. 
products; and major-projects procurement. This report 
concludes with a status update of leading major projects. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recession, Pertamina Crisis Hit Balance of Payments 


Indonesia's balance of payments in 1975 came under 
heavy pressure from three directions--the world 
recession, the Pertamina financial crisis, and high 
import demand. Reflecting depressed conditions over- 
seas, oil exports declined in value by 6 percent--426 
million barrels in 1974, 400 million in 1975. And 
despite higher average prices, 1975 oil export proceeds 
amounted to only $4.999 billion, as against $5.152 
billion in 1974--a 3 percent decline in value. 


Receipts from non-oil exports, hit by falling prices, 
decreased by 17 percent from $2.199 billion in 1974 to 
$1.814 billion in 1975. Timber exports suffered most, 
declining 30 percent from $725 million to $503 million. 
Rubber did almost as badly, dropping from $487 million 
to $371 million. 


In March 1975 the Government announced it would pay off 
all legitimate obligations of Pertamina, the state-owned 
oil monopoly, which was unable in tightening world 
financial markets to roll over its excessively large 
short-term debt. As a result the Government bail out of 
Pertamina's short-term debts cost some $1,552 billion 

in foreign currency--a serious drain on the foreign 
exchange reserves. In addition and prior to this, 
Pertamina refused to pass through to the GOI about $1 
billion in revenues from foreign oil companies--primarily 
to cover its short-term foreign obligations. 


In coping with the crisis, the Government moved firmly 
and effectively to place Pertamina's finances on a 
sounder footing and to maintain Indonesia's international 
credit standing. To restructure the short-term debt, 

it enlisted the private international financial sector. 
Morgan Guaranty led two syndications which brought in 
$850 million, and Japanese banks headed by the Bank of 
Tokyo contributed another $200 million. These five- 

year borrowings combined with the drawdown on the reserves 
successfully covered known Pertamina and other Govern- 
ment obligations. 





The reserves position deteriorated seriously during the 
first two quarters of 1975. Net foreign exchange 
reserves, $1.472 billion at the end of 1974, shrank to 
$921 million at the end of the first quarter of 1975, 
to $638 million at the end of the second quarter and to 
$442 million at the end of the third. During the fourth 
quarter the trend was reversed, and reserves at the 

end of December totaled $490 million. As the expected 
recovery of the world economy leads to increased 

export earnings, and if import demand does not grow tco 
fast, the balance of payments picture should slowly 
brighten. 


Pertamina Fallout 


An immediate result of the foreign exchange drain and 
the Government's policy of reexamining both Pertamina's 
and its own development projects has been a slowdown 
of ongoing projects and a delay in new ones. The 
Pertamina problem will also have longer-range effects. 
Paying off Pertamina's medium and long-term debts, the 
commercial BOP borrowings, and large foreign-govern- 
ment-supported export credits will raise the debt- 
payment ratio relative to foreign exchange earnings 
and impose some constraints on the balance of payments 
over the next five years. Assisted by a steady if 
unspectacular growth in exports of oil and other 
traditional products, as well as new ones such as LNG 
and nickel matte--and provided new borrowings are care- 
fully controlled--the Government should be able to live 
comfortably within these constraints. 


Petroleum Developments 


Indonesian oil production in 1975 averaged 1.31 million 
barrels/day, a decline of 4 percent from the previous 
year. The Government revised crude oil prices in mid- 
October in an effort to make its previously overpriced 
oil more competitive. Key Sumatran Light (Minas) crude 
went up to $12.80, an increase of 1.6 percent which was 
well below OPEC's October 10 percent hike mandate. 





Certain higher-sulfur, heavier crudes were decreased 

in price from $12.60 to $12.40. As a result, production 
slippage was halted and production in November, December 
and January reached 1.42 m b/d, the highest level in 

16 months. 


Major developments regarding Pertamina were the dismissal 
of its President Director, Ibnu Sutowo, and the issuance 
of President Decree No. 44 which reorganizes Pertamina's 
Board of Directors, creates a new Inspectorate Division, 
and places restrictions on Pertamina's participation 

in new joint-venture and subsidiary activities, re- 
ducing the company's involvement in costly non-oil 
related activities. The outlook for the Indonesian 

oil and gas sector in 1976 is for retrenchment in 
certain areas, consolidation in others, and overall 
modest improvement in production. 


President Suharto announced in his budget speech of 
January 7 that the Government would seek to increase 
its oil revenues by 7.6 percent through a reduction 
in oil company per barrel profits. Talks with major 
companies have begun. 


Budget Austere, Focuses on Development 


President Suharto presented the 1976-77 draft budget in 
a somber speech which stressed the setbacks to develop- 
ment which had resulted from the international economic 
situation and Pertamina's debt problem. The proposed 
$8.45 billion budget, 45 percent of which is funded 
with oil taxes, is balanced. It is 29 percent bigger 
than the 1975-76 budget--compared to a 73 percent jump 
in FY 75 over the preceding year. The routine-expendi- 
ture portion of the new budget called for a barebones 

6 percent hike to $3.8 billion. However, develop- 
ment expenditures were up 51 percent to $4.6 billion-- 
exceeding routine expenditures for the first time. 
There was a strong emphasis on countering inflation, 
reflected in the absence of major government pay 
increases and a continued tight credit policy for the 
private sector in 1976. The Government, however, has 





begun to finance some normally budgeted activities 
through the banks. Coupled with continued substantial 
credit increases to the public enterprises, this implies 
that money supply and inflation will continue to grow 
at about the same rate as last year. The inflation rate 
was just under 20 percent in 1975, compared to 33 per- 
cent in 1974 and 27 percent in 1973. Money supply 

in 1975 expanded by 36 percent, slightly less than in 
the previous two years. 


Foreign Investment 


New foreign investment applications during 1975 showed 
normal overall growth of 30 percent raising the total 

to $4.488 billion. This figure, however, is heavily 
weighted by the inclusion in the fourth quarter of the 
huge ($870 million) Asahan hydroelectric-aluminum 
project in Sumatra. Without this single Japanese- 
Indonesian government joint venture the figures for 1975 
would have shown only a 4 percent annual increase, the 
smallest since 1967. 


The generally slow rate in 1975 was attributable in part 
to recession in the investing countries and should change 
as the economic outlook brightens overseas. Another 
adverse factor is continuing uncertainty in the invest- 
ment climate. The Government has done nothing further 

to clarify its policy of requiring 51 percent ethnic 
Indonesian ownership of joint ventures within ten years. 
Becoming concerned by the fall-off in new foreign invest- 
ment the Government undertook a public relations campaign 
to try and reverse the trend. 


Rice Production Up, But Domestic Economy Dull 


Total rice production in 1974/75 was 15,451,852 metric 
tons (M.T.)--420,000 M.T. more than the target for the 
first year of Repelita II. In 1975/76, production is 
expected to rise again to 16,252,000 M.T., exceeding 

by 618,000 M.T. the target for the second year of 
Repelita II. Stocks on hand are large and planned imports 
total only 624,562 M.T. 





The rice production increases reflected GOI efforts in 
expanding the harvested area and promoting higher yields 
through better land preparation, irrigation, and improved 
seeds, fertilizers, and insecticides. Together with 
favorable weather through most of 75/76, they make for 

an even higher production year--provided that recent 
heavy rains do not persist. 


1975 was a dull year for the domestic economy. However, 

the deepening recession and downward trend in economic 
activity, which continued through the third quarter, 
apparently bottomed out in the fourth, and recent statistics 
on trade and production show an upturn. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exports Gaining and Prospects Good 


U.S. exports to Indonesia in 1975 rose by 53 percent 
to $810.1 million. The main item was machinery, up 68 
percent to $317.9 million: leaders were construction 
and mining machinery and electric power machinery. 
Transport equipment, mostly aircraft, was second with 
$79.6 million, followed by fertilizers ($87 million), 
iron and steel ($52.8 million), cotton ($54.2 million) 
and wheat ($49.6 million). 


U.S. imports from Indonesia in 1975 rose by 32 percent 
to $2,220.6 million, resulting in a bilateral trade 
balance of $1,410.5 million in Indonesia's favor. 
Indonesia's biggest export to the U.S. by far was crude 
petroleum--$1,812.3, up 51 percent from 1975. Rubber 
($163.3 million) coffee ($40.2 million), tin 

($29.8 million) and palm oil ($21.5 million) all showed 
decreases from 1974. 


U.S. exports to Indonesia in 1976 will probably rise 

to well over $1 billion--strong growth but at a lower 
rate than last year. Favorable factors are the 
implementation of EXIMBANK loans, investment expendi- 
tures by U.S. oil companies, and continued competitive- 
ness of many U.S. products. Since June 1974, EXIMBANK 
has authorized loans of over $250 million with export 
value of nearly $800 million. 





Best prospects for U.S. exports continue to be machinery 
and equipment for major projects, with particularly 
good prospects in timber processing, cargo and materials 
handling, mining, and textile industry and tele- 
communications. 


Major Projects 


The following is an update of previous reports. In 
addition, the Embassy's detailed major projects list 
shows over $21 billion of potential. Interested firms 
may obtain it by requesting report DIB 76-01-034 from 
the National Technical Information Service, U.S. Depart- 
ment of Commerce, P.O. Box 1553, Springfield, Va., 
22151. The cost is $3.25. 


Pertamina's high priority LNG plants are proceeding, 
with primary emphasis now on the Badak plant, and the 
Cilacap refinery is nearing completion. The major 
ethelene petrochemical complex is still under active 
consideration for North Sumatra, but the South Sumatra 
aromatics plant has apparently been shelved, at least 
temporarily. 


A major restructuring has taken place in the ammonia 
urea fertilizer industry with responsibility for the 
West Java plant (plus apparently Kalimantan I and Aceh) 
passing from Pertamina to the Directorate General for 
Chemical Industries, 31 Kebon Sirih, Jakarta. The West 
Java plant, now organized into a new GOI company, P.T. 
Pupuk Kujang, received a $200 million Iranian Govern- 
ment loan. Kellogg has been awarded engineering/ 
construction contracts for the Kujang, Pusri III, and 
Pusri IV plants. Meanwhile the Kalimantan I (floating) 
plant is being completely reevaluated, and Pusri is 
studying the feasibility of a major ammonia/urea complex 
at Aceh. Finally, the French are building a $60 million 
TSP/mixed fertilizer project at Gresik. 


Krakatau steel has been removed from Pertamina, reduced 
in scope, and given a new President Director, Ir. 
Ariwibowo, Jl. Proklamasi 45, Jakarta. Batam 

Island industrial development has been slowed by 





Pertamina financial constraints and reduced Japanese 
interest in the proposed refinery: nevertheless the 
island is emerging as a logistics base and transshipment 
point for other projects, Future Batam investment will 
come entirely from private sources. 


INCO's $820 million nickel project still progresses, 

and several other major foreign mining/mineral invest- 
ments, principally in alumina/bauxite and nickel, remain 
under consideration. Meanwhile, Shell has reached agree- 
ment and commenced site investigations for a potential 
$1.2 billion investment in South Sumatra (Batubara) 
designed to produce up to 25 million tons of coal 
annually; and a Japanese consortium has signed for the 
$820 million Asahan multipurpose project (power, 
aluminum, smelting, etc.). 


Seven firm cement projects will increase capacity by 

at least 4.2 million tons, with another 500,000- 
1,500,000 tons possible before 1979. The Directorate 
General of Chemical Industries is also planning to double 
cement capacity in the period 1979-84 to a minimum of 
12.5 million tons. 


Meanwhile, hotel starts are still slow, and massive GOI 
low cost housing construction has yet to materialize. 
Major wood processing projects have yet to take form: 
but tender bids for the construction of six new GOI 
sugar mills on Java ($40-50 million each) are now being 
evaluated, and later several more sugar mills off Java 
($70-80 million each) will be built. 


Ports, harbors and shipping have all received some funding 
but still lack the large sums required for a distribution 
system adequate to handle Indonesia's expected future 
industrial output and general cargo. Materials handling 
equipment and warehousing facilities are also musts-- 

the GOI has launched major warehouse construction 

programs and studies for national fertilizer and cement 
distribution systems. (Pusri has also issued tenders 

for an interim $136 million fertilizer distribution 





project with a $68 million IBRD FX loan). The new 
Jakarta Airport seems of far lower priority but is 
still seeking concessionary financing, and the $1.5 
billion and partially EXIM-funded domestic satellite 
and related ground communications project is on 
schedule. 





Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 plus the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East and South Africa 4927 Zealand 
East and South Asia 


France and Benelux Japan 
Countries 4504 Southeast Asia 
Germany and Austria 5228 Latin America 
Italy, Greece and Turkey 3944 Brazil, Argentina, 
Nordic Countries 3848 Paraguay and Uruguay 5427 
Spain, Portugal, Switzer- Mexico, Central America 
land and Yugoslavia 2795 2314 


United Kingdom and 
Canada America and Caribbean 
Countries 


Special units within the Department of Commerce have been created to deal 
with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 

Near East 
Bahrain, iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 
Arab Republic 
Iran, Israel, Egypt 


Bureau of East West Trade 
Eastern Europe 


USSR 
Peoples Republic of China 


t U.S. GOVERNMENT PRINTING OFFICE: 1976—210-946/121 3-1 





